This paper provides an empirical assessment of the driving forces behind structural transformation in Sub-Saharan Africa, and to further access the role of structural reforms in accounting for cross-country differences in transformation. Evidence from this paper reveals that country specific fundamentals, institutions and policy reforms as well as governance and fiscal reforms are the key drivers of transformation in the region. A set of policy strategies is proposed to engender sustained transformation and development in the region.
Introduction
Historically, sub-Saharan Africa (SSA) has lagged behind in growth performance and consequently, income per capita when compared with OECD member countries and even other developing regions.
Even within the region, there are marked variations in income per capita across space and time. For instance, over the period 1970-2013, the average per capita income of the richest country in the region, Seychelles, of US$ 7,100 is more than a factor of 54 of the poorest country, Ethiopia, whose average per capita income over the same period is only US$160 (World Bank, 2013) . While standard growth theory attributes observed income differences to differences in human capital, physical capital and technology across space and time, these factors alone cannot account for the observed differences in income across countries. Indeed, the recent empirical literature on growth has identified structural change, quality of macroeconomic policies, institutions, financial development, geography etc. as among the sources of cross-country differences in growth and income levels (see for instance: Acemoglu, 2009) . In this paper, we conjecture that differences in the rate of structural transformation can explain part of the observed differences in income per capita across space and time. This then presupposes that convergence in economic structures has a potential of accelerating convergence in income per capita. Guided by this supposition, policy makers over the years have put up policies and programs aimed at accelerating the rate of transformation from agricultural driven growth, to industrial and services as engines of growth. A good prerequisite to successful policy aimed at transforming economies with the ultimate goal of sustained economic growth and development requires knowledge about the key drivers of structural transformation.
In line with the above, there has been an increased emphasis on structural change as a conduit for growth and development, as experts argue that it induces efficiency and productivity via the reallocation of resources across various sectors of the economy. Evidences of the effects of structural change have been felt all over the world. In the nineteenth and twentieth century, the now developed world escaped poverty to prosperity characterized by raising relative wealth and income levels of the poorer population, although the process was slow and gradual (Kuznets 1955; Chenery 1960; Chenery and Taylor, 1968) . Over the last four decades, several developing economies including but not limited to China, Thailand, and India have moved from lower income status to middle income status owing to major structural and economic transformation policies. The evidence from these countries show that, countries that tend to go through structural and economic transformation are characterized by conditions such as a declining share of agriculture in GDP and employment; a rural-to-urban migration underpinned by rural and urban development; the rise of a modern industrial and service economy; and a demographic transition from high rates of births and deaths to low rates of births and deaths (Breisinger, and Diao, 2008) .
Interestingly, despite the common characteristic features among economies undergoing structural transformation, evidence suggest marked differences across regions and income in the terms of the process and pace of the transformation (Dablas-Norris et al., 2013) . For instance, the process of transformation in most western economies (especially Europe), were characterized by transition from agrarian to industrial based economies as evidenced by the industrial revolution, and further transitioned towards service oriented economies. The transformation in Asia has also been bolstered by a burgeoning manufacturing sector. On the contrary, the transformation in most Sub-Saharan African (SSA) economies has been marked with not only a decline in the agriculture sector shares in output and employment, but also with an ailing manufacturing/industrial sector; thus leapfrogging the middle stage of the transformation ladder-industrialization-towards a service sector dominated economy (IMF, 2012) . Also, even in each of these groups of countries/regions, the rate of transformation differs.
Like most economies in the world, countries in SSA have had its share of transformation albeit with marked differences in the performance of the economies. The chain of reforms implemented in SSA during the 1980s-90s is often credited to spurring the process of transformation of economies in the region. The reforms namely: Structural Adjustment Program (SAP) and the Economic Recovery Program (ERP), led to liberalization of the host economies towards market-oriented economies from the hitherto state dominated economies. The resulting paradigm shift among other things contributed to a gradual shift from agrarian based economies towards serviced based economies. Critics however, assert that these reforms contributed to the decline in the industrial base of most SSA economies as the existing firms at the time were not adequately prepared to match up with the competition from foreign firms that ensued as a result of the liberalization of the economies and the trade sector for example (Taylor, 1993; Stein 1992; Tarp,1993) .
The objective of this paper therefore, is to seek answers to the following policy relevant questions: i). What are the key drivers of transformation in SSA? ii). what role has the myriad of structural reforms implemented in the region played in spurring the process of transformation across economies in SSA?
iii). What is the way forward for policy aimed at economic transformation?
Whereas, much has been said about the ongoing transformation in these economies, empirical estimates of the factors responsible for the transformation in SSA economies are not readily available.
Therefore, an empirical assessment of the drivers of transformation in these economies is worthwhile as it will inform policy makers on the relevant policy instruments to use to engender economic transformation towards achieving the overarching goal of economic development. This paper fulfils this goal by providing an empirical assessment of the main driving forces behind economic/structural transformation in the SSA using a panel data on the 21 countries in the African Transformation Index (ATI) to inform growth and development policy design in the SSA.
The paper makes an important contribution to the literature on structural transformation in the subSaharan African region. First, to the best of our knowledge this is the first study that provides empirical estimates of the determinants of structural transformation in SSA, with particular reference to the 21 countries examined in the African Transformation Report (ATR) which has become the blueprint of transformation in the region. Second, as part of our search for the drivers of structural transformation in SSA, we examine the impact of policy reforms-that were specifically directed at restructuring the economies of SSA to promote sustainable economic growth-on economic transformation. The rate of success of different reforms programs in transforming the economies of SSA is important factor in the design of future reform policies. This evidence is lacking in the extant literature in the context of the SSA region.
The literature on structural transformation is relatively scanty but growing. Studies in this area mainly have their theoretical underpinnings on the works of Kuznets (1955) , Chenery (1960) and Chenery and Taylor (1968) which describe structural transformation as often associated with the canonical shift in the economic structure as a country transition from developing to a developed economy. Also, the new growth theories spearheaded by Schumpeter (1934) , Solow (1957) , Grossman and Helpman (1991) , Romer (1990) , Aghion and Howitt (1992 , 2009 ) offers good exposition on the drivers of transformation and growth. These studies unequivocally assert physical and human capital (see: Grossman and Helpman, 1991; Romer,1990) , and technological change and innovation (Schumpeter,1934) as key drivers of transition from developing to a developed economy (i.e. economic growth). For instance, Christiaensen et al. (2006) and Diao et al. (2007) assert that technology, rapid capital accumulation or investments such as in higher education and the labour force, linkages and the roles of market, institutions, and governments are key drivers of transformation. Thus policies aimed at enhancing the spread of adoption and use of technology and quality education of indigenes offers a potent approach towards transformation. From the empirical perspective, studies such as Bah (2011 ), Timmer et al. (2012 , Duarte and Restuccia (2010 ), McMillan and Rodrik (2011 ), and Dabla-Norris et al. (2013 are notable. For instance, Dabla-Norris et al. (2013) using data on 168 countries over the period 1970-2010 with real value added of agriculture, manufacturing and services as indicators of structural transformation, provides estimates of the determinants of structural transformation. Their results reveal large differences in sector shares across and within regions and finds that large country variation in sector shares can be accounted for by country endowments/characteristics such as demographic structure, population size and real income per capita. Their results further indicate that policy and institutional variables such as trade openness, product market reforms, human capital etc. are key drivers of structural transformation across countries. Also, McMillan and Rodrik (2011) analyzing the link between labor productivity growth, structural change and globalization provides evidence of a shift of workers from low productivity sectors to high productivity sectors in some Asian economies, contrary to countries in Latin America and SSA where a reverse trend was observed 1 . The empirical approach used in this paper shares some semblance to the work of Dabla-Norris et al. (2013) but differs in terms of countries and econometric (estimation) procedures.
Findings from this paper reveal that country specific fundamentals such as natural resource and human capital endowments are key factors behind the cross country differences in sectoral real value added output. It also emphasize the key role of institutions and policy reforms such as education, trade openness, financial development, real and financial sector reforms in driving economic transformation. Finally, the paper shows that governance and fiscal reforms are important determinants of transformation in SSA, thus efforts aimed at promoting good governance and building institutions are key instruments in promoting structural transformation in the region. Thus, the historically poor score of most of the countries in the region in terms of governance and institutional quality measures partly explains the region's slow pace in structural transformation and consequently, the slow pace of economic growth and development.
7
The remainder of this paper is structured as follows: Section 2 presents some stylized facts on economic/structural transformation in the SSA region. In Section 3 the theoretical background and empirical approach used in the paper are presented. A description of the data used in the study is presented in section 4. The analysis and discussions of results are undertaken in section 5. Section 6 concludes and highlights the policy implications stemming from the paper.
Stylized Facts on Structural Transformation in SSA
This section of the paper provides an overview of aggregate and sectoral performance of economies in the region and the implications of these trends on transformation.
Income and standard of living
The performance of the SSA region over the past 5 decades can be described as a mix of booms and Overall, as evidenced by the Human Development Index (HDI), welfare of the populace has increased considerably well since the 1980s by 30% from a score of 0.37 to 0.475 in 2012.
Sectoral Performance
In terms of sectoral composition, data from the World Bank suggest that the service sector has been the dominant sector in SSA, followed by industry and agriculture respectively. A trend analysis on the contribution of each sector to GDP (panel D. fig. 1 ) shows evidence of some dynamics in the structure of economies in the region. For instance, whereas the share of agriculture and manufacturing to GDP has witnessed a declining trend, decreasing by -120% and -9.1% respectively from 21.7% to 9.8% of GDP and 31.4% and 28.8% of GDP respectively between 1965 and 2013 ; the contribution of the service sector has seen an increasing trend, expanding by 23% from 46.8% to 60.4% of GDP respectively between 1965 and 2013.
Of particular interest is the performance of the manufacturing sub-sector which has seen a sharp decline in its contribution to GDP from 17.6% in 1975 to only 10% in 2013 as shown in panel E in figure 1 . The slump in the manufacturing sector has been attributed to among other things the effects, of the Structural Adjustment Programs (SAP) which liberalized the economies, via increasing trade openness, divestiture of state owned corporations etc. Interestingly, despite the sharp decline in the agricultural sector, evidence suggests a steady increase in productivity in the agriculture sector (see Figure 1 , panel C) with value added per worker increasing by 34% between 1982 and 2012. This perhaps reflects the effects of increasing technology adoption in the sector despite the fact that the levels of technology use in the sector in SSA is lower compared to other regional averages. The assertion of low technological base of SSA economies is confirmed by data on the share of high technology exports in total manufacturing exports which reduced by 8.1% between 1995 and 2012.
Experts argue that the erratic supply of energy particularly electricity is a key factor influencing the low level of technology adoption in the region. Poor intellectual property rights protection has also been identified as an important barrier to technology adoption in the SSA region, particularly in the agricultural sector.
Another evidence of structural change in SSA is shown in the sectoral shares of total employment. As depicted in figure 2 , the share of employment in the agricultural sector declined sharply with rising income levels between 1990 and 2005. On the contrary, employment in the service and industrial sectors over the same period increased sharply with rising income levels. The implication of these trends is that, rising income level (economic growth) in the region has been associated with a change in employment, from the hitherto agrarian sector to the industrial and service sectors; hence an indication of structural shift. 
The model and empirical strategy
Whereas there is no single theory explaining the process of transformation, the theoretical underpinnings behind structural transformation stems from traditional growth theories particularly of Lewis (1954) and Chenery (1960) which emphasize the canonical transition in aggregate output and labor from the low technology based agrarian economy to a service based economy via an era of manufacturing. In other words these models assert that the process of economic development is composed of three main stages: an agriculture based economy, manufacturing/industrial stage and finally a serviced dominated economy. Thus structural/economic transformation therefore describes the evolution of an economy across these stages.
Given this background, we set up our empirical model within the framework of the neoclassical growth model where output of each sector ( Overall ATI Score,2010 Overall Rank Change (2000 -2010 where it X is a vector growth fundamentals, j it Z a vector of policy reform indices, it  is the idiosyncratic error term, whiles i and t refers to country and time period respectively; and j indicates the sector.
Endogeniety
Estimating the parameters in the model in equation (1) is not without a challenge. In particular, the institutional and structural reforms indices are potentially endogenous, which could hinder efficient identification of the true causal impact of institutions and reforms on structural transformation in SSA. For example countries with fertile arable lands are more likely to be engaged in agricultural activities and hence increase output of agricultural sector, boost incomes and further provide raw materials to feed industrial sector. Moreover countries with higher industrial output shares could demand greater trade reforms to boost exports and consequently, income. This calls for the need to correct any potential endogeniety effect in the estimated models so as to ascertain the true effects of the various policy drivers of structural change.
To overcome the above challenge to identification, our study employs the system GMM estimator which allows the "true" causal effects to be estimated when some regressors are (potentially) endogenous. This technique, proposed by Arellano and Bond (1991) , Arellano and Bover (1995) and Blundell and Bond (1998) is one of the efficient econometric techniques in accounting for endogeneity in panel data. The method uses the country fixed effect to account for idiosyncratic time invariant country effects and addresses endogeniety among the variables by instrumenting them with their own lagged values (in levels and first differences). Thus, the system GMM in principle imposes homogeneity on all slope coefficients in the estimated model. For the sake of brevity, theoretical representation of the system GMM estimators is however, not discussed in the present study.
Interested readers may refer to Wooldridge (2010) and Baltagi (2013) .
The empirical approach of this study is outlined as follows: First, to account for the individual country effects such as income, natural resource endowment, population (to account for scale effects), etc, we examine the role of country fundamentals on the sectoral output. Second, we examine the role of policy reforms and institutional factors on sectoral output. Here, we augment the baseline model with policy and institutional drivers to estimate the influence of the latter on the sectoral output shares.
Four main policy instruments/indicators are used. These include indices of market-oriented structural reforms in trade, agriculture, financial market and infrastructure (access to electricity and telecommunications). Thus we argue that these indices of policy and institutional reforms can influence structural transformation in the form of production, distribution and consumption, by enhancing or obstructing the resource allocation to the various sectors of the economy (Dabla-Norris, 2013). We also include indicators of trade openness, human capital (proxied by educational attainment), financial development (proxied by domestic credit to private sector as % of GDP) and foreign direct investment inflows. In the final stage, we examine the role of governance and fiscal reforms/regulations in driving economic transformation.
Data
Our analysis of the drivers of structural transformation is based on a combination of data on key macroeconomic indicators and structural reform/regulation indices on 21 countries in SSA over the The indices cover six (6) main sectors of the economy ranging from the real sector to the financial/monetary sectors. The essence of these indices as used in this study is to delineate the role of the myriad of reforms on the ongoing structural transformation in the region. We complement our analysis with a set of variables including population, per capita income, dependency ratio, trade openness, mineral rents (% of GDP) as a proxy for natural (mineral) resource endowment and credit to private sector (% of GDP) as a proxy for financial development obtained from the World Bank's World Development indicators (WDI). Data on educational attainment were also used as a measure of human capital and is based on Barro and Lee (2010) international data on educational attainment.
Stock of physical capital was however excluded due to limited availability over the sample period and countries considered in the study. Further, data on degree of democracy and governance indices from Guiliano et al. (2013) were also included in the study. For a detailed description of the policy reform indices (agriculture, infrastructure, trade, financial, capital account, current account, democracy/governance, educational attainment) see Guiliano et al., (2013) . Figure 4 presents a description of the relationship between the various policy variables and real income per capita as used in this study.
Fig. 4. Fit plot of Policy/reform indices and real income per capita
Source: Authors construction based on data from Guiliano et al., (2013) and WDI.
Results and Discussions
In this section, we present and analyze results from our regression analysis to determine the key drivers of economic transformation in SSA and their implications for economic development. To achieve this, the section is organized into 3 sub-sections. As a baseline regression, we examine the role of country fundamentals on structural transformation. Next, we assess the role of policy reforms and institutions. Finally, we investigate the role governance and fiscal reforms in structural transformation.
In each stage, we estimate four (4) separate models, using the log of real value added of agriculture, service, industry and manufacturing sectors as respective dependent variables. It must be emphasized that though real value added of the industrial sector entails the output of the manufacturing sector, we complement our analysis by investigating the factors driving output of the manufacturing sector.
This is meant to delineate the real impact of the factors on the manufacturing sector which many experts argue to have myriads of inter-linkages to other sectors of the economy than the capital intensive extractive industry which despite being a key contributor to output of the industrial sector, offers little inter-linkages and employment 4 in SSA.
Baseline model: Role of country fundamentals
This baseline model examines the influence of a broad set of cross country fundamentals such as country size (proxied by population capturing scale effects); factor endowments such as arable land (% of total land area) and mineral rents(% of GDP); demographic effects (proxied by the age dependency ratio, young % of total); and income levels (proxied by real income per capita). The motivation behind the use of these factors stems from the fact that these factors can be viewed as initial conditions that cannot be influenced directly (at least in the short run) by policy makers but remains fundamental to the growth of every economy (Dabla-Norris, 2013).
Results from the system GMM estimates suggest varying effects of these country fundamentals on the sectoral performance. For instance, it shows that the stock of a country's mineral resource endowments (proxied by mineral rents % of GDP), arable land and age dependency account for the cross country differences in real output of the industrial sector. In the manufacturing sector, the results suggest that only income and arable land are the significant factors determining real value added of the sector. Similar results were derived for the service sector. These results suggest that income, demographic structure, size of arable lands and to some extent, mineral endowments, are significant factors accounting for cross-country variations in the real value added output of the manufacturing, industrial and service sectors. Surprisingly, none of these factors were shown to have significant impact on agriculture value added output. 
Role of Institutions and Policy Reforms
In this section we augment the baseline model with policy indicators such as education 5 , financial development (credit to private sector % GDP), foreign direct investment, trade openness, and some measures of policy reforms mainly in real (agriculture, trade, infrastructure/network) and financial (financial reform index) sectors. The underlying idea herein is to assess the role of the myriad of structural policies implemented in the study countries in engendering structural transformation.
Agriculture
After accounting for the possible effects of these policy reforms on the real value added output of the sector, we observe that factors such as population, age dependency and arable lands achieve some level of significance. Notably, the result suggests that countries with larger share of youthful population (youth bulge) tend to have higher agricultural output relative to countries with an ageing population. This results in practice seems true in the sense that the agricultural sector in SSA still remains labor intensive with high proportion of youthful population particularly children used as farm labor. Notable examples of countries with this phenomena include Ghana and Ivory Coast where children and young adults form a significant share of labor used in cocoa and cash crop plantations (see: Bøås and Huser, 2006; World Vision, 2011) .
In terms of the policy variables, the results indicate that whereas higher educational attainment exerts a negative relation with real output of the sector, reform indices such as agriculture, trade and infrastructure show positive effect on agricultural value-added. In other words, we observe that the quest for higher educational attainment in the region is associated with a decline in output shares of the agrarian sector. This result is in line with structural change ideology of Chenery (1960) and Lewis (1954) Another noticeable result is the impact infrastructural/network index in boosting productivity of the agricultural sector. The implication of this result is that improvement in social amenities offers great potential to the agricultural sector as access to electricity can help in the transition towards a more mechanized and technology based agriculture in the sub region. Likewise access to reliable and efficient telecommunication services can boost output of the sector by enhancing market accessibility via reducing the informational asymmetries in the market for agricultural produce. 
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Service sector
In terms of the service sector (see table 3 This trend is evident across most economies in SSA as the influx of cheap imports from Asia (particularly China) has led to an increasing trend in businesses related to buying and selling of final product and services especially within the informal sector. The effects of foreign direct investment is however insignificant.
Industry
The results for the industrial value added equation (Table 4) Another interesting outcome is the insignificance of educational attainment. This evidence provide credence to calls for reforms in the educational sector to improve science, mathematics and technology based education so as to train manpower equipped with relevant skills to resuscitate the ailing industrial sector of most African economies. On the influence of trade reforms and openness, we find a positive impact on industrial output. Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0. 
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Role of Governance and fiscal reforms
The focus of this section is to highlight the role of governance and political stability, as well as fiscal reforms in spurring economic transformation in the sampled economies. Thus we use an index of democracy ranging between zero and one with one being the most democratic country and zero the least democratic country. In terms of fiscal reforms two indices are used: current account index-which measures the extent to which a country's government is compliant to IMFs Article VIII that enjoins member countries to avoid restrictions regarding proceeds from international trade in goods and services (i.e. current payments); capital account index-which measures the extent of government "controls on external borrowing between residents and nonresidents, as well as the approval requirements for FDI" (Giuliano et al., 2013) . Results are shown in table 6.
The results reveal that these fiscal reform and governance indices have varying effects on output of the sectors. Specifically, we see a positive impact of capital account liberalization index on value added output of service and industrial sectors. Implying that countries with less governmental restrictions on foreign financial transactions attract a more foreign inflows and boost economic activities in the service and industrial sectors, especially the banking and finance institutions.
On the other hand, we derive a negative effect of current account reform index on real value of the agricultural sector. This may be due to the fact that current account liberalization encourages exports raw (primary) agricultural products while at the same time encouraging importation of food products (like rice) from Asia, Europe and North America. This development hinders value addition to agriculture value added in the region. Interestingly, the governance index (democracy) becomes negatively related to output of the agricultural sector. This suggest that the declining share of agriculture output can be attributed to the thriving democracies in the region which provides incentives for people to engage in highly productive economic activities other than being stuck to subsistence agriculture. 
Conclusions and Implications for policy
The main purpose of this study is to highlight the main drivers of economic transformation in the SSA region and to further analyze the implications for policy towards engendering sustainable economic growth in the region. To achieve this we investigate the determinants of real value added of the main sectors of the economy: agriculture, service, industry and manufacturing. The choice of these variables as indicators of structural change is informed by the lack of a general measure of structural transformation with consistent data over the study period, and also due to its application in the empirical literature on structural transformation. This study estimated the drivers of structural transformation using the system GMM estimator. The ensuing results from the model are summarized as follows:
First we find the stock of a country's human and natural resource endowments are key determinants of sectoral output shares. For example, whereas income levels have consistently shown significant positive effects on real sectoral output, the impact of share of land suitable for agriculture, mineral resource endowment, size of labor force (population), and the age distribution of the population varies across the various sectors.
On the policy front, we observe that institutions and policy reforms are significant drivers of economic transformation in SSA. Notably, the study reveals that higher educational attainment is associated with the declining share of agricultural sector in total output (GDP). These findings fall directly in line with the postulates of the structural transformation literature that as an economy ascends the ladder of transformation, with a large skilled human capital base, the overall contribution of the agrarian and rural economy falls. Surprisingly, we find the effect of educational attainment on manufacturing and industrial sector value added to be insignificant, thus suggesting that the impact of increasing educational attainment in adding value to the output of these sectors is yet to be realized. This presents an important implication for the design and implementation of policies in the region. It calls for careful and more pragmatic approach towards removing the myriad of constraints (accessibility, cost, quality, etc) in the educational sector in SSA countries with a view of using education as a tool for spurring structural transformation and development. It must be noted that whereas calls for increased education in the region is worthwhile, the emphasis should not be on increasing enrollment per se, but more importantly (in addition) enhancing the quality of the education (teaching and learning) offered in educational institutions in the region. This call comes in the wake of concerns especially from educational experts that the attention of education policy in most SSA has been focused mainly on boosting school enrolment with little or no recourse to school retention and educational quality.
However, the overall impact of increased educational attainment on structural transformation can only be realized when the human resource of a country is endowed with the requisite skills (science, technology and mathematics education) to contribute effectively in the other sectors of the economy (such as manufacturing and service).
Our results also reveal that structural/economic reforms have varied implications on structural transformation. Specifically, we find that reforms in the agricultural sector exert some positive impact on not only the sector but also spill-over effects on other sectors (i.e. industry, service and manufacturing). However, it must be emphasized that even though economic transformation implies a shift towards industrial/manufacturing sector from an agrarian based economy, it at the same time implies boosting productivity of the agricultural sector so as to engender food security. Thus given the food security problems and the (relative) comparative advantage of the region in terms of agriculture, reforms in the agricultural sector must focus on ways to encourage technology-drivenagriculture so as to maximize the potential gains from the sector with relevant linkages to other sectors of the economy.
Next, in terms of the regions exposure to the external community via international trade, our study confirms that SSA economies have generally benefited from reforms/liberalization in the trade sector and the ensuing increase in trade openness. However, there are concerns on the impact of overliberalization on the competitiveness of the manufacturing sectors (eg. the textile industry in Ghana).
There is therefore the need for concrete national policies aimed at boosting the competitiveness of domestic manufacturing firms via the provision of basic infrastructure such as reliable energy/electricity supply, transportation, enforcement of patent rights etc. These measures will contribute towards reducing the prevailing high cost of doing business in the region.
With regards to financial reforms and development, we find significant results only in the case of the service sector. The results show that whereas the indicator for financial reforms exerts a positive impact on real value added of the service sector, the effect of credit to private sector (proxy for financial development) is shown to be negative. This implies that on the one hand, financial liberalization has enhanced the growth of the financial sector to provide services to agents in the various sectors; on the other hand, the ensuing financial deepening has not really been beneficial to the various sectors. This can be attributed to the high cost of credit and collateral requirement often attached to loans from the financial sector to players in the real sector. Thus, the elimination of these constraints to credit can reverse the trend and fuel growth of output in the real sector. We argue that the problem of high cost of credit extant in the financial sector of most African economies can largely be attributed to structural inefficiencies in the respective economies. These include among other things, macroeconomic instability, political instability, lack of efficient and reliable national identification system for easy tracking of loan defaulters etc. Hence, tackling these issues can reduce to a large extent the inherent high risk in the financial sector thereby reducing the cost of credit to the real sectors of the economy.
Further, our results confirm the increasing importance of infrastructural provision on structural transformation. The results show a positive effect on output of agricultural and service sectors.
However, in terms of manufacturing and industrial value added, our results suggest that impact of reforms in the electricity and telecommunications on the real output of these sectors is (statistically)
insignificant. This in a way highlights the effects of the gross inefficiencies in the provision of utilities on industrial/manufacturing sector(s). For instance, firms in the region are constantly inundated with power outages often resulting shutdown of production plants and/or depending on relatively expensive alternate sources of energy such as the use of thermal plants/generators. Thus, finding a permanent solution to the various infrastructural challenges especially in energy, telecommunication, transportation is crucial towards achieving the overarching goal of structural transformation.
On the role of governance and fiscal reforms, we find that a higher degree of democracy, i.e. good governance, is highly associated with declining agricultural value added shares and an increasing industrial value added shares. The impact on the other sectors were however insignificant. In other words the results suggest good and stable governance to be an important factor driving the canonical shift of economic activity to the non-agricultural sectors from the agrarian based economies. Thus, efforts aimed at deepening democracy in the region must be bolstered to influence the process of transformation. Further we show that fiscal reforms such as compliance to IMF article VIII on reducing/relaxing restrictions on international trade receipts (capital account reform) as well as international financial transactions of residents (capital account reforms) are important factors for economic transformation. The results therefore lend support to calls for fiscal reforms aimed at liberalization of SSA economies whilst maintaining international standards.
In conclusion, results stemming from this paper offer empirical evidence on the driving forces of behind the structural transformation witnessed in the SSA region over the past four (4) decades.
Overall, evidence from the paper reveals that economic reforms are key determinants of structural change and hence, should be encouraged. However, attention must not only be given to the direct (intended) effects of the reforms but also the potential spillover effects on other sectors as well.
